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Applicationof May RiverWaterCompany, )
Incorporatedfor Adjustmentof Ratesand )
Charges )

)

ORDER APPROVING

ADJUSTMENT IN RATES

AND CHARGES

This matter comes before the Public Service Commission of South Carolina

(hereinafter the "Commission") on the Application of May River Water Company, Inc.

("May River" or "the Company") for an adjustment to its rates and charges for water

selwices provided to its customers in the May River subdivision in Beaufort County,

South Carolina.

May River is a water utility providing water supply and distribution services to 28

residential customers in the May River Plantation subdivision in Beaufort County. The

Company provides adequate water supply services to its residential customers using a

single deep-drilled well. May River is classified as a NARUC Class C water utility

according to the revenue reported on its Application for the test year ending December

31, 2009. May River formerly operated under South Atlantic Utilities, Inc. ("South

Atlantic"), which is located in Savannah, Georgia. May River applied to the

Commission, and was granted under Order No. 2009-66 in Docket No. 2007-319-W,
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approvalto transferSouthAtlantic's SouthCarolinacustomersandwatersystemsto May

River.

Thismatterwas initiatedon September8, 2010,whenMay River filed with this

CommissionanApplicationfor anadjustmentto its ratesandchargesfor theprovisionof

water service. SeeS.C.CodeAnn. §58-5-210(Supp.2010). By its Application, the

Companysoughtan increasein annualwater revenues. The Companyproposedan

increasein its cun'ent baserates and the implementationof an inclining block :'ate

structurefor usage,aswell asan increasein availability fees. In its Application,May

River requestedto increasethebasefacility chargefi'om thecurrent$30.00permonthto

$65.00permonth. Additionally, the Companyproposedto eliminatethecurrent10,000

gallonsfi'om inclusion in the basefacility chargeandto initiate a commoditychargeof

$4.50 per one thousandgallons for the first 4,000 gallons, a rate of $5.50 per one

thousandgallonsfor 4,001to 6,000gallons,and $6.50peronethousandgallonsfor any

water in excessof 6,000gallonspermonth. The Companyalsoproposedincreasingthe

currentavailability feefrom $16.00permonthto $32.00permonth. May River proposes

to continuebilling its customerson a bi-monthly basis. Basedupon the Company's

proposedincreasesto thebasefacilitiescharge,availability fee,andincliningblockrates,

May River's Application soughtadditionaloperatingrevenuesof $26,401for a total

operatingrevenueof $38,t85.

By letterdatedSeptember15,2010,the Commission's'Clerk's Office instructed

May River to publish a preparedNotice of Filing, one time, in newspapersof general

circulation in the area affectedby the Company'sApplication. The Notice of Filing
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describedthe natureof the Application and advisedall interestedpersonsdesiringto

participate in the scheduledproceedingsof the mannerand time in which to file

appropriatepleadings for inclusion as a party of record. In the same letter, the

CommissionalsoinstructedMay River to notify directly, by U. S.Mail, eachcustomer

affectedby the Application by mailing eachcustomera copyof the Notice of Filing.

May RiverfurnishedtheCommissionwith anAffidavit of Publicationdemonstratingthat

theNotice of Filing hadbeenduly publishedin anewspaperof generalcirculationin the

areaaffectedby May River's Application. TheCompanyalsoprovidedthe Commission

with a letterin which May River certifiedthat it hadcompliedwith the instructionof the

Commission'sClerk's Office to mail a copy of the Notice of Filing to all customers

affectedbytheApplication.

A Petitionto Intervenewasfiled in this caseonOctober18,2010,by MargaretM.

Fox, Esquire,of the McNair Law Firm on behalfof theMay River PlantationOwners'

Association,Inc. ("POA" or "Intervenors")in responseto theNotice of Filing. Pursuant

to S.C.CodeAnn. Section58-4-10(B)(Supp.2010),ORSis alsoapartyof recordin this

proceeding.OnDecember22,2010,Ms.Fox withdrewascounselfor thePOAandMay

River subsequentlyfiled aMotion to DismissthePOA asapartyonDecember30,2010.

On January5, 2011, the CommissiongrantedMay River's Motion to Dismiss and

dismissedthe POA asa party to this actionon the basisthat it wasnot representedby

counselas requiredunder S.C. Code Ann. Regs. 103-804(T). It was noted in the

Commission Directive that customersof the system would still be afforded the
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opportunityto testify aspublic witnessesat the meritshearingon the Application on

Januaryt3,2011.

A public hearingwasheld beforethe Commissionon January13, 2011,at the

Commission'sofficeslocatedat 101ExecutiveCenterDrive, Columbia,SouthCarolina.

TheCommission,with ChairmanJohnE. "Butch" Howardpresiding,heardthematterof

May River's Application. May River was representedby Benjamin Mustian,Esquire.

ORSwasrepresentedby JeffreyM. Nelson,Esquire. F.David Butler,Esquire,servedas

legalcounselto theCommission.

Prior to thepresentationof the Company'scase,theCommissiontook testimony

from publicwitnessesincludingBobbyMendenhall,Misty Monte,JosephHighsmithand

LeeBrewerwho arecustomersof theMay River system.Thepublic witnessesasserted

that May River shouldnot beentitledto any increasein its ratesor chargeson thebasis

thatMay River couldalleviatetheneedfor an increasein ratesthrough a reduction in the

costs of operating the May River water system.

May River presented its case in support of the Application through the testimony

of Jacquelyn Watson, a Celntified Public Accountant and partner in the accounting firm of

Watson & Associates, P.A., and Thomas A. Smith, III, Manager of May River. Ms.

Watson provided testimony regarding the financial statements of May River, pro forma

adjustments, assets and depreciation rates, and revenue calculations under eun'ent and

proposed rates in the Company's application. Ms. Watson stated that, during the test

year, May River experienced a per book net loss of ($22,897.08) which results in an

operating deficit of (194.30%). She also testified that May River experienced an increase
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in per book operatingexpensesof $24,296sinceits last rate casewhich demonstrates

May River's needfor rate relief. According to Ms. Watson,the Companyis losing

moneyon its operationof thewatersystemandwithout raterelief, theCompany'sability

to exist and provide quality servicesover time will be jeopardized. Based on the

proposedrates,Ms. Watsonstatedthat the Companywould only have an operating

marginof 3.41%,but that therequestedratesarejust andreasonablewhenconsidering

the size of the Company. However,Ms. Watsonstatedthat even if the Company's

expenseitemswere adjustedsuch that the Company'sresultantoperatingmargin was

greater,the Company'sexpensesincurredwould still warrantthe raterelief requested.

Ms. Watsontestified that May River, therefore,believesthat its requestedratesare

necessaryto allow theCompanyto movecloserto beingon soundfinancialfooting.

Ms. Watsonfurther addressedthe relationshipbetweenMay River and Water

Utility Management,LLC ("WUM"). WUM is a separatecorporateentity which

providessupport servicesto May River and its sister corporationsin Georgia. Ms.

Watsonstatedthat theseservicesinclude plant maintenance,repair and construction,

meterreading,watertesting,complianceof staterequirementsandthelike. Ms.Watson

testified that, becauseWUM provides theseservicesto all of May River's sister

companies in Georgia, serving a total of approximately 10,000 customers,this

arrangementallows May River to more efficiently provide utility servicesto its

customersin SouthCarolinaat a reasonablecost and to more effectively manageits

operationalresponsibilities.Accordingto Ms. Watson,WUM performedan analysisof

its costto provide theseselwices,andthat, in orderto determinewhetherit couldsecure
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servicesprovidedby WUM in theopenmarketat a cheaperrate,May River requested

estimatesfrom independentthird-party vendorsto operateand managethe May River

system.Basedon theCompany'sinvestigation,Ms. Watsonstatedthattheamountpaid

by May River to WUM for managementservicesreflectsWUM's costsin providing

theseservicesandis comparableto what is availablein theopenmarket. Therefore,Ms.

WatsontestifiedthattheManagementFeechargedby WUM to May River isreasonable.

Mr. SmithprovidedhistoricalbackgroundonMay River andtheoperationof the

May River water system.HestatedthattheMay River systemwasconstructedin 1973

andthat, in thetwo yearssincethe Commissionlastgranteda rateincrease,May River

had experiencedincreasedoperationalexpensesfor purchasedpower, labor, taxesand

assessments.Further,theCompanyhadmadeimprovementsto thesystemincludingthe

installationof anew fence,backflowpreventersat eachresidence,andanhourmeteron

the system'swell pump. Mr. Smith summarizedthe proposedincreasein ratesand

charges,and statedthat the changeto usage"tiers" for consumptionwould encourage

waterconservationby MayRiver's customers.

Mr. Smith further testified regardingthe ManagementFee chargedby WUM.

WUM is a sistercompanyof May River and provides water system operational services

to May River and its other sister companies which are located in Georgia. Because May

River is the only sister company which operates in South Carolina, May River is subject

to significantly different regulatory and accounting requirements. In order to accurately

capture WUM's costs to provide operational services and due to the small customer base

of May River, Mr. Smith testified that WUM charges May River a monthly service
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charge,known asthe ManagementFee,which reflectsWUM's price to provide these

services.Additionally,Mr. Smithtestifiedthat MayRiver requestedandreceivedquotes

from otherproviderswho providewateroperationservicessimilar to thoseprovidedby

WUM. Mr. Smith statedthat the quotesdemonstratethat the priceMay River paysfor

theseservicesis equivalentto what is availablein the openmarketplaceandreflectsa

pricewhichwouldbeobtainedat arms-length.

ORS witness Henry Webster testified regarding ORS's examinationof the

Company'sApplication. Mr. Websterstatedthat ORSdeterminedthe actualhistorical

costsincurredby WUM in providing servicesto May River pursuantto the operating

servicesagreementbetweenthetwo entities.HestatedthatORS'sexaminationconsisted

of verifying May River's operatingexpensesperthe Company'sApplication,andtesting

the underlying transactionsto ensurethat they were properly supported,had a stated

businesspurpose,and were allowable for ratemakingpurposes. Mr. Websterfurther

testifiedthattheexaminationconsistedof makingadjustments,asnecessary,to revenues,

expendituresand capital investments,to normalizethe test year,using ORS's normal

proceduresand samplingmethods. As a result, ORS ascertainedthe actualcosts of

providingservicein orderto determineanappropriateandreasonableamountof expense

for inclusion in rates,rather than the ManagementFee asincludedin the Company's

Application. As specified in Mr. Webster'sexhibits (HearingExhibit 5), after ORS's

proposedaccountingandpro forma adjustments,May River's total operatingexpenses

for the test year2009werereducedfrom $34,682to $24,063,andits netoperatingloss

wasdecreasedfrom ($22,898)to ($11,598). Mr. Websterfurther providedthat May
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River's currentoperatingdeficit was calculatedby ORS to be (93.04%). After the

Applicant's proposedincreasein ratesand charges,net operatingincomewould be

increasedto $12,128with a resultingoperatingmarginof 30.83%.

ORSwitnessHannahMajewski testifiedregardingORSstaff findingsrelativeto

its review of May River's RateApplication. Shespecificallyprovidedinformationon

ORS's audit of the May River water system,test-yearrevenues,proposedrevenue

adjustmentsandperformancebondrequirements.Ms.Majewskistatedthat MayRiver is

meetingsafedrinking water standardsaccordingto recentDHEC sanitarysurveys,that

DHEC ratedthe water system as "Satisfactory" during the last sanitary smwey, and that

May River has a current performance bond on file with the Commission in the amount of

$100,000. Ms. Majewski testified that ORS supported an operating margin for May

River of between 10% and 15%.

In his rebuttal testimony, Company witness Smith testified that May River

accepted all of the revenue and accounting adjustments testified to by ORS witnesses

Webster and Majewski. Further, Company witness Watson testified that May River

believed that rates calculated based on ORS's accounting and pro forma adjustments and

allowing for a 15% operating margin, were acceptable.

The Commission appreciated the articulate and informative testimony presented

by the public witnesses at the hearing. However, in response to the public testimony of

the May River customers, who asserted that local, lower cost service providers could

lower May River's expenses, Mr. Smith also testified that the estimates submitted by the

customers did not include certain necessary costs. Specifically, Mr. Smith noted that the
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estimatesdid not accurately reflect the costs of maintaining the water system.

Additionally, Mr. Smithnoted that May River's customersfailed to take into account

recognizedcosts,includingaccounting,legal,tax,andregulatoryexpensessuchasthose

incurredin complyingwith reporting,recordmaintenance,accountingrequirements,as

well ascostsrelativeto maintainingaperformancebondwhichMay Rivermustincur as

a regulatedSouthCarolinapublic utility. Moreover,Mr. Smith notedthat oneof the

estimatessubmittedwasobtainedfi'oma May Rivercustomerandthat thecustomerwas,

therefore,incentedto submit a reducedratewhich may not be availablein the open

marketplace.

tn consideringthe Application of May River, the Commissionmust take into

accountcompetinginterests;the interestsof the customersof the systemto receive

quality serviceanda qualityproductat a fair rate,aswell asthe interestof theCompany

to havetheopportunityto earna fair operatingmargin. TheCommissionmustgivedue

considerationto May River's total revenue requirements,including all allowable

operatingcosts.To accomplishthis,theCommissionmustreviewevidenceadmittedinto

the recordregardingthe operatingrevenuesand operatingexpensesof May River, and

determineadequateandreasonablelevelsof revenuesandexpensesfor theCompany. If

therecordestablishesthat a rateincreaseis warrantedfor theCompany,theCommission

will setrateswhicharejust, reasonable,andfi'eefrom unduediscrimination.
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FINDINGS OF FACT AND CONCLUSIONS OF LAW

After thorough consideration of the entire record in the May River hearing,

including the previously cited testimony and exhibits and the applicable law, the

Commission hereby makes the following findings of fact and conclusions of law:

1. May River is a corporation organized and existing under the laws of the

State of Georgia and authorized to do business in South Carolina.

2. May River is a public utility as defined by S.C. Code Ann. §58-5-10(3)

(Supp. 2010) and provides water service to the public for compensation in the May River

Plantation area of Beaufort County, South Carolina and is subject to the jurisdiction of

this Commission.

3. May River's current rates and charges for water service and availability

fees were approved by the Commission in Order No. 2008-92 in Docket No. 2007-319-

W.

4. The appropriate test year period for purposes of this proceeding is the

twelve-month period ending December 31, 2009. The test year is contained in May

River's Application as well as the testimony and exhibits of the parties' witnesses in this

case. The establishment of a test year is a fundamental principle of the ratemaking

process. Heater of Seabrook v. S.C. Pub. Serv. Comm'n, 324 S.C. 56, 478 S.E. 2d 826

(1996). The establishment of a test year is used to calculate a utility's expenses and

revenues for purposes of determining the reasonableness of a rate. The test year is

established to provide a basis for making the most accurate forecast of the utility's rate

base, revenues, and expenses in the near future when the prescribed rates are in effect.
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Porter v. S.C. Pub. Stow. Comm'n, 328 S.C. 222, 493 S.E.2d 92 (1997). It also provides

the Commission with a basis for determining prospective revenue requirements. In the

present case, the Commission has concluded that the appropriate test year is the twelve-

month period ending December 31, 2009. No pretty contested the use of this test year as

proposed by May River in its Application.

5. In accordance with the Application filed in this case, the Commission will

use the operating margin methodology in determining the reasonableness of May River's

proposed rates. The Public Service Commission has wide latitude in determining an

appropriate rate-setting methodology. Heater of Seabrook, 324 S.C. at 64, 478 S.E.2d at

830 (1996).

6. By its Application, May River requested an increase in rates and charges

of $26,401 to produce an increase in net operating income of $24,199 after the proposed

increase (Schedule B of Exhibit B to Application). By the use of accounting and pro

forma adjustments, ORS computed May River's Net Income for Return after the

requested increase to be $12,128 (total operating revenues of $39,336 less operating

expenses of $27,208). Both May River and ORS calculations of the proposed increase

were based on the Proposed Schedule of Rates and Charges contained in Exhibit A to the

Company's Application.

7. Total Operating Revenues for May River for the test year per the

Company's Application were reported as $11,784. We accept ORS's calculation of May

River's test year total operating revenues, after accounting and pro forma adjustments, as

$i2,465. At May River's proposed rates, revenues, as adjusted, were calculated by ORS
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to total$39,336.ORSusedconsumptiondataprovidedby May Riverandverifiedduring

ORS's examinationasa basisfor its revenuecalculations. We find themethodof such

calculationsto be reasonableand fair and thereforeacceptthe above statedservice

revenuefor thetestyearbaseduponMayRiver's proposedrates,asadjustedperORS,to

be$39,336.

8. Operatingmargins(deficits) for the Companywere calculatedby ORS

WitnessWebster, after recommendedaccountingand pro forma adjustments,to be

(93.04%)for the test year and 30.83%after the Company'sproposedincrease. We

approveORS's adjustmentsand find May River's per books operatingdeficit, after

accountingandpro formaadjustments,to be (93.04%)for thetestyearendedDecember

31,2009.

9. ORScalculatedMay River's test yearservicerevenuefor meteredsales,

asadjusted,at $12,081andunmeteredsalesrevenuesof $384. Revenueswerecalculated

by ORSfor thetest year,asadjusted,at $12,465. SeeExhibit HNW-1, HearingExhibit

5.

I0. TheCommissionfinds thatthe operatingexpensesfor May River for the

test year under presentrates and after the appropriateaccountingand pro folrna

adjustmentsare$24,063. ORSWitnessWebsterofferedtestimonyandexhibitsdetailing

theORSaccountingandpro formaadjustments.See,ExhibitsHNW-1 throughHNW-4,

HearingExhibit 5. WitnessWebster'sSurrebuttaltestimonyaddressedORS'sreviewof

May River's ManagementAgreementwith WaterUtility Management,LLC andORS's

efforts to determineactualhistorical costsincurredby WUM in providing servicesto
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May River under that Agreement. The Commissionfinds that ORS's adjustmentsto

reflect WUM's actual direct and indirect costs in providing serviceare reasonable.

Additionally, the Commissionfinds that the expensesincurredby WUM in providing

services to May River reflect WUM's actual costs in providing such services.

Furthermore,the Commissionfinds that thesecosts are reasonablebasedupon the

evidenceof record,whichreflectsthatthecostfor theseservicesiscomparableto what is

availablein theopenmarketplace.With respectto thetestimonyof thepublicwitnesses

regardingthe cost of operatingthe May River system,the estimatespresenteddid not

fully reflect the necessaryregulatory,administrative,and operationalcostsincurredin

operating a regulated water system and therefore cannot be consideredby the

Commissionfor ratemakingproposes.The revenueimpactanalysiswasperformedby

ORSandtestifiedto by ORSWitnessMajewskiandwasadoptedby WitnessWebsterin

his calculations.Detailsof therevenuecalculationsareshownon the ExhibitsHKM-2

andHKM-4, HearingExhibit 4. Ratecaseexpensesincludedin thenet incomefor return

werethosereceivedby ORSasof December3, 2010.

11. ORS Witness Webster'stestimony referred to his Exhibit HNW-2 -

"Explanationof Accounting and Pro Forma Adjustments,"Hearing Exhibit 5. The

witnessexplainedin detailthetwelve(12)adjustmentsproposedby ORS.

12. The Commission finds the accounting and pro forma adjustments

proposedby the ORS witnessesWebsterandMajewski, as setforth in eachwitness's

direct testimonyand supportedby the Company'switness Smith, are appropriatefor

ratemakingpurposes.SeeHearingExhibits4 and5.
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13. The Commissionfinds that Mr. Webster's Exhibit HNW-3, Hearing

Exhibit 5,showstheappropriatedepreciationexpensesfor ratemakingpurposesof $212.

Exhibit HNW-4, HearingExhibit 5, showsthe accuratecomputationof the income tax

adjustment. All twelve of the ORS proposed adjustments were accepted by May River

through the Rebuttal testimony of Witness Watson and from the witness stand by May

River witness Smith.

14. The Commission finds that, by accepting all the adjustments as proposed

by witnesses Webster and Majewski, the Company's current operating deficit is (93.04%)

under May River's presently approved rates and charges. Therefore, the Commission

finds that an adjustment of May River's rates and charges is wan'anted. An increase in

rates and charges appears justified for the Company to provide its customers with safe

and adequate water service.

15. Based on the operating deficit for the test year contained in Exhibit HNW-

1, Hearing Exhibit 5, we find that May River has demonstrated the need for an increase in

rates.

16. When applied to the as adjusted test year operations, the rates requested in

the Company's Application result in an Operating Margin of 30.83%.

17. The Commission finds that, based on the testimony of ORS Witness

Majewski, an Operating Margin of between 10% and I5% is reasonable for a water

utility. The Commission further finds that, based on the size and age of the May River

system, and considering the impact of the required rate increase upon the customer, an
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operatingmarginof 10%wouldbeappropriatein thecircumstances,andwouldprovidea

reasonablereturnto theCompany.

18. In orderfor May River to havethe opportunityto achieveanOperating

Margin of 10%, the total revenue requirementfor May River, using the adjusted

operatingrevenuesandoperatingexpensesapprovedherein,is$27,629.

19. In orderfor May Rive:"to havetheopportunityto earnthehereinapproved

OperatingMargin of 10%,May River mustbe allowedadditionalannualwater service

revenuesof $15,164. As part of this increase,theCompanyis directedto postexterim"

signageor otherwisemark its businessaddressasthe locationof the May River Water

Companyoffices.

20. To achieveadditionaloperatingrevenuesof $15,164,theratesandfeesas

setforth in AppendixA attachedheretoareapprovedandfoundto bejust andreasonable.

21. The appropriateoperatingmarginfor May Rive:"baseduponthe herein

approvedadjustmentsandratesis 10%.

22. May River shallmaintainrecordssufficientto ascertainWUM's allocated,

direct,andindirect costsincurredin providingservicesto operatetheMay River water

system.

23. Based oll the operating revenues,income, and expensesestablished

tln'oughthetestimonyandexhibitsof theparties'witnesses,aswell asthe smallsizeand

ageof the May River system,an allowableoperatingmarginfor the Companyis 10%.

SeeS.C. CodeAnn. § 58-5-240(H). An operatingmarginof I0% providesa prudent
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balancebetweenthe consumers'needfor affordable,quality selwiceand May River's

financialhealth.

IT IS THEREFORE ORDERED THAT:

1. The Schedule of Rates and Charges attached hereto as Appendix A are

both just and reasonable and will allow the Company to provide its customers with

adequate water services.

2. The Schedule of Rates and Charges attached hereto is approved for service

rendered thirty (30) days after the issuance of this Order.

3. An operating margin of 10% is approved for May River.

4. May River shall file all necessary documents, reports and other

instruments as required by applicable South Carolina statutes and regulations for the

operation of the water system servicing the May River Plantation neighborhood.

5. May River shall keep its books and records according to the NARUC

Uniform System of Accounts.

6. May River shall continue to maintain with the Commission and provide a

copy to ORS a bond that satisfies the criteria as set forth in S.C. Code Ann. § 58-5-720

(Supp. 2010). The amount of May River's performance bond for water service is

$100,000.

7. May River shall post exterior signage or otherwise mark its business

address as the location of the May River Water Company offices.
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8. MayRiver shallmaintainrecordssufficientto ascertainWUM's allocated,

direct,and indirectcostsincurredin providing servicesto operatetheMay River water

system.

9.

Commission.

BY ORDEROFTHE COMMISSION:

This Ordershall remainin full forceand effectuntil fu_therOrderof the

ward,Chairman

ATTEST:

(SEAL)



Appendix A
Docket No. 2010-132-W

Order No. 2011-163

March 1, 2011

May River Water Company, Inc.

Docket No. 2010-132-W

Schedule of Rates and Charges

MONTHLY CHARGES

METERED WATER CUSTOMERS:

BASE RATE $30.30 PER MONTH

MONTHLY COMMODITY CHARGES:

$4.50 PER 1,000 GALLONS

$5.50 PER 1,000 GALLONS

$6.50 PER 1,000 GALLONS

0-4,000 GALLONS

4,001-6,000 GALLONS

OVER 6,000 GALLONS

WATER AVAILABILITY CUSTOMERS:

BASE RATE $30.00 PER MONTH AVAILABILITY ONLY

Customers will be billed once every two months.


